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A BUYER'S MARKET 


ODAY we are leaving behind the housing shortage of the postwar period 
aT and are entering a competitive market -- a buyer's market. Older apart- 

ments, if they are tobe rented continuously, will have to be well- 
maintained to compete with the new ones coming on the market. Builders will 
have to take more care in meeting the demands of the buyer. Besides the de- 
cline in real estate activity, which is 3 percent less than it was in February, 
the percentage of all rental units vacant and available for rent has increased 
toa postwar highof 7.2 percent. It was only 6.1 percent during the first 
quarter of last year. Another factor reflecting the increase in the adequacy of 
the housing supply is that family doubling up continues to decline. In 1950, 
2. 4 million families were living with their relatives. Only 1.6 million were 
doing so in 1959, according to a recent release of the Bureau of the Census. 
This is close to the fairly constant 500 to 750 thousand divorced, separated, or 
widowed persons normally sharing the homes of relatives. 
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By now it is a widely known fact that 1959 was a very good year for con- 
struction in terms of the dollars spent and the number of new starts. Few re- 
late this to the tremendous growth in population in the last decade. There was 
an increase of 28.7 million people from January 1, 1950, to January 1, 1960. 
When this fact is taken into account, the rate of construction with respect to 
population is not as good. Itis less than that of 1950by a wide margin for cities 
of all sizes, but most particularly for cities under 250,000 and over 1 million. 
The average number of new family accommodations per month per 10,000 
families in metropolitan areas of different sizes is charted above. Dur- 
ing 1959 the highest rate of residential construction took place in cities witha 
population between 500,000 and 1,000,000. The largest cities, with a popula- 
tion of over 1 million, andthe smallest cities, 50,000 to 250,000 people, 
showed the lowest rate of residential construction during 1959. 


Building and real estate activity get a big boost from spurts of expansion in 
the economy in general. During those periods new plants are built, and equip- 
ment is purchased in the expectation of greater demand and sales in the near 
future. Although the dollar volume of the total output of goods and services 
during the first quarter of 1960 increased 3 percent to $498 billion from the 
last quarter of 1959, the real volume of production has declined for two months 
in a row. Industrial production, as measured by the Federal Reserve Board 
index charted on page 231, showed March production down to 109 percent of 
the 1957 average. In January and February it had been 111 and 110, respec- 
tively. Most of the March decline came in consumer goods. On a seasonally 
adjusted basis, auto assemblies in March fell to 113 percent of the 1957 
average. This was down from 125 percent in February, and 134 percent 
in January. Production of apparel, furniture and appliances declined slightly 
from 121 in January, to 116 in February, and finally to 115 in March. Steel 
mill operations slipped from 92 percent of capacity to 80 percent in mid-April. 
Production of construction materials and mineral fuels also declined in March, 


(cont. on page 234) 
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(cont. from page 230) 
while production of nonferrovs metals increased and production of nondurable 
materials was about the same. 


The cost of building the standard six-room frame house has decreased 
about 1 percent from $19, 607 to $19,443. This is the first decrease since 
July 1957, and the greatest decrease since July 1952. The breakdown of the 
costs into their various components from 1913 to April 1960 on pages 232 and 
233 reveals that the decrease during the last quarter was in millwork and other 
related costs, such as the sales taxon materials. The chart above shows 
that in the postwar period labor costs have been responsible for more of the 
cost increases than material costs. This chart shows that labor costs are 
162. 1 percent of their 1947-49 level, and that material costs are 145.8 percent 
of their 1947-49 level. 


Last year, savings and loan associations increased the dollar value of 
their mortgage loans outstanding by 16 percent. This increased their share 
of the total mortgage loans outstanding on 1- to 4-family nonfarm homes to $50 
billion, or 38 percent of the total. 


Interest rates on mortgages will probably not continue to increase in the 
coming months, although there is no sign that they will decrease either. One 
indicator of the tight money situation is the amount of purchases made by the 
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Federal National Mortgage Association, and the offerings made to it through its 
secondary market operations. Original holders of mortgages sell to FNMA 
when they cannot find buyers in the private market -- insurance companies and 
others. During the first quarter of 1960, FNMA purchased a near-record $338 
million in mortgages. In order to get some idea of the level that might be ex- 
pected, here are some of the amounts purchased in earlier periods: $290 
million were bought in the last quarter of 1959; and the record $388 million of 
mortgages were purchased by FNMA in the first quarter of 1957. FNMA pur- 
chases mortgages one to two months after they are offered. Thus the high rate 
of offerings during this first quarter of 1960 indicates continued high purchases 
during the next quarter, although the decrease in offerings during February and 
March indicates that we have probably reached a peak in purchases. 


At this point there are no signs of a dramatic easing of interest rates in the 
money market. The Federal Housing Administration reported this month that 
the average interest rate on conventional first mortgages was 6.3 percent, the 
same as it was for the last quarter of 1959. If the survey of anticipated ex- 
penditures on plant and equipment, $37 million in 1960, made by the Depart- 
ment of Commerce and the Securities and Exchange Commission, turns out to 
be true, the demand for money will continue at a high level. There are some 
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SECONDARY MARKET OPERATIONS OF FNMA 
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signs of encouragement in the increase of savings flowing into savings and loan 
associations during January and February -- up 13 percent over last year. 
Insurance companies, according to a weekly report in the Wall Street Journal, 
have invested 17 percent more in mortgages during the first 15 weeks of 1960 
than in the same period of 1959. Finally, the Federal Reserve Board has been 
in the market purchasing government bonds during the past few weeks. This is 
an action which tends to increase bank reserves, which, in turn, increases the 
banks’ ability to expand loans. These institutions -- savings and loan associ- 
ations, life insurance companies, and commercial banks -- are three of the top 
four suppliers of mortgage money. 














